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ATTACHMENT A
SPECIAL FINANCIAL INSTITUTION

ACCOUNT AGREEMENT
STATEMENT OF WORK
DATED APRIL 16, 2003

I. Background Information

From its origins as a secret Manhattan Project laboratory, Los Alamos has attracted
world-class scientists and applied their energy and creativity to solving the United
States’ most challenging problems.  That tradition remains today.  The Los Alamos
National Laboratory (LANL) is located in Los Alamos, New Mexico,
approximately 35 miles northwest of Santa Fe.  There are approximately 11,359
full–time equivalent employees; LANL’s fiscal year 2003 budget is $2.1 billion.
LANL is managed under contract by the University of California (Contractor).
Daily funding for LANL operations comes from the Department of Energy (DOE)
using the checks paid financing arrangement.  The Contractor and the DOE are
interested in qualified financial institutions (Financial Institutions) that can provide
the services described herein.

The checks paid financing arrangement is a financing method utilized by the United
States Federal Government for financing grants, contracts and other programs.  It
utilizes a payment system called the Automated Standard Application for Payment
(ASAP) 1031 Account.  Under the checks paid financing arrangement, LANL
issues checks, ACH and wire payments for program costs.  The Financial Institution
will provisionally honor the checks presented for collection, factor in ACH and wire
transactions settling on a business day, and order a draw down from the Federal
Reserve Bank for the total disbursements net of deposits.  A description of the
services required and procedures to be followed can be found in the “ASAP 1031
Accounts Users Guide,” attached hereto as Attachment No. A-2 and incorporated
by this reference.

The Financial Institution will pledge collateral, acceptable under Treasury
Department Circular 176 and the Treasury Financial Manual, with the Federal
Reserve Bank in an amount equal to the Federal funds deposited in all of the
accounts of the agency and those included in this Agreement, less the Treasury-
approved deposit insurance.

LANL falls under both Contractor Bylaws and DOE Regulations and Policies and
the DOE/UC Prime Contract No.W-7405-ENG-36.  As such, per UC Bylaw 21,
Standing Order 100.4 (pp) Duties of the President of the Contractor, agreements
with Financial Institutions, particularly agreements that open or close accounts,
name signers and persons authorized to approve payments electronically, or acquire



Revision No. 3 Page 2 of 9

services from any Financial Institution, must be not only approved but also
executed by Contractor President Richard C. Atkinson, or his delegates.

The Financial Institution will be compensated for the cost of servicing the account
using the Direct Payment method, whereby balances are kept as close to zero as
possible and services are billed and paid monthly via Account Analysis.

This Statement of Work provides for all cash management activity.  Procurement
Card and Corporate Travel Card programs are not within the scope of the
Agreement.

A. Disbursement Activity

The characteristics of LANL’s current disbursement activity are as follows:

Accounts Payable
Approximately 38,000 checks were issued in FY02 with an average of 3,000+
per month.  Total dollar volume is $1.1 billion for an average of $90 million per
month.  Check runs are currently completed each business day, however, in the
future checks runs may be less frequent.  Peak activity is between July and
September.

LANL currently does not send A/P disbursements via ACH; however, LANL
may do so in the future.

Approximately 275 wire transfers were issued in FY02, 215 of those were sent
to foreign countries and were denominated in U.S. Dollars.  Foreign currency
wires may be required in the future.

Payroll
Total payroll transaction volume for FY02 was approximately 285,000 for an
average of 24,000 per month.  Dollar volume totaled $704 million or
approximately $60 million per month.  6% of these payments are checks, 94%
are ACH transfers and less than 1% is by wire.  Payroll is run bi-weekly but
there are also occasional interim/ad-hoc payrolls.  Payroll ACH transmissions
are currently transmitted via FTP using PGP encryption and the ACH Standard
Format.  Approximately 25 wires per month are issued for payroll transactions.

Tax payments for New Mexico and Federal withholding taxes are made
monthly.

Travel Reimbursements
Total travel reimbursement transactions during FY02 were approximately
37,000 or 3000 per month.  Dollar volume was $39 million in FY02 for an
average of $3.3 million per month.  Checks are currently run daily however will
be run less frequently in the future.  Peak activity occurs between April and
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September.  100% are issued via check, however LANL may choose to offer
ACH as an option in the future.

B. Deposit Activity
As stated above, funding for LANL operations comes from the DOE via a daily
drawdown using the ASAP 1031 system.  Additional deposit activity totals
approximately $250 million annually, averaging $20 million per month.  The
majority of these receipts are checks, but there is some cash received.

 A courier currently, picks up these receipts daily for deposit.

C. Reconciliation Activity
Reconciliation is currently performed monthly, however, LANL may begin
daily reconciliation for certain accounts.  LANL’s intention is to utilize
electronic bank reporting to aid in daily or monthly reconciliation in the future.

D. Electronic Bank System
LANL currently does not use any electronic bank system.  Wire transfers, and
some disbursement functions, and balance and transaction information reporting
are currently conducted via paper transmittal using couriers (the current
provider is physically located in Los Alamos) or by using other off-line manual
processes.  LANL’s intention is to implement a full suite of electronic banking
capabilities with the resulting Agreement.

E. Compensation
LANL prefers to be invoiced monthly via Account Analysis.  Payment will be
made via check.  LANL will be moving to Treasury Management Association
(TMA) - based reporting and tracking of expenses.

F. Implementation
It is LANL’s objective to have all services fully implemented by Sept 19, 2003.
Implementation must include adequate training of LANL personnel.

G. Systems
LANL currently uses a proprietary General Ledger legacy system that runs on
VAX and IBM platforms.  By mid 2004, LANL anticipates that it will complete
implementation of an Oracle General Ledger on IBM hardware (referred to as
the Enterprise Resource Planning, or ERP Project).

II. Financial Institution’s Core Operating Requirements

A. Financial Institution shall have prior experience with the Automated
Standard Application for Payment (ASAP) 1031 system of funding.
Financial Institution shall meet all requirements of participation in the
ASAP 1031 system of funding, including meeting the Minimum Depository
Financial Institution (DFI) Processing Requirements, as outlined in
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Attachment No. A-2, entitled the “ASAP 1031 Accounts Users Guide.”
Those minimum requirements state that the DFI must, at a minimum, be
able to perform the following functions:

- Request funds via FEDWIRE
- Operate Contractor’s accounts in a way that will minimize

overdrafts
- Provide account balance information on request
- Total all charges against a recipient organization's account each
   day
- Maintain acceptable cash management practices

B. Financial Institution shall provide a zero-balance account structure to
accommodate the following:

1. One main Contractor account that will receive funding from the
checks paid financing arrangement using an ASAP 1031
Account

2. The main Contractor account will replenish all accounts beneath
it.

3. These 2nd tier accounts will include all other necessary
Contractor accounts and a subcontractor account.

4. The subcontractor account will have discrete sub-accounts
5. There will be other Contractor accounts that will not be included

in the zero-balance account structure.

C. The Financial Institution shall meet the disbursement requirements as
described in Covenant No. 5 of the Agreement.  Notwithstanding,
Contractor’s preferred disbursement method is Controlled Disbursement
checking services for all check disbursement accounts and sub-accounts.
Control Disbursement is defined as follows:

1. Controlled Disbursement allows the determination of exact and
total funding needs for check clearings by a specific time each
business day.  The time frame for determination and reporting of
total funding needs for check clearing will be as early as
possible, and no later than the cut-off time for ASAP funding.
The cut-off time currently stated in the 2001 version of the
ASAP 1031 Accounts Users Guide is 5:45 Eastern Time.

2. Reporting of funding requirements will be via an Electronic
Banking System.

3. Check disbursement maintenance functions such as stop
payments, check status look-up, check voids and cancels, and
check copy requests should be accomplished via an Electronic
Banking system.
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D. Financial Institution shall provide Positive Pay service with a default action
of  “return all exceptions” on all check disbursement accounts and sub-
accounts.

1. Positive Pay will be accomplished by Contractor providing an
electronic file of check issuance data each day checks are issued.
The electronic file shall contain, at a minimum, check issuance
date, check serial number, and check amount.  When checks are
presented for payment, only checks with a corresponding
issuance record, with all data elements matching, will be paid
automatically.  Checks that do not have all data elements
matching will be reported to Contractor via an Electronic Bank
system.

2. Check exceptions will be reported to Contractor allowing enough
time for Contractor to research the check exceptions and provide
the Financial Institution with instructions for the disposition of
the exception (i.e. to pay or return) in time for the Financial
Institution to act on those instructions within the established
Federal Reserve timeframes for check returns.

3. Images of check exceptions will be available, preferably via the
Electronic Bank system used for the reporting of exceptions, to
assist Contractor in researching the exceptions.

4. Check exceptions will not be paid unless Contractor
affirmatively and definitively instructs the Financial Institution to
pay the check.  Instructions will be given by Contractor via an
Electronic Bank system.  If no specific instructions are given to
the Financial Institution to pay a check exception, the payment
will be returned unpaid.

5. Check exceptions that are reported to Contractor will include
only “true” exceptions, devoid of exceptions caused by encoding
errors and MICR line misreads (i.e. perfect presentment) and
other processing errors.

E. Financial Institution shall accept via file transmission requests to originate
ACH Prearranged Payment and Deposit (PPD) credits and debits for direct
deposit of payroll and, in the future, for Expense Reimbursement.  Financial
Institution should be able to originate other ACH payment types for
Accounts Payable vendor payments if later desired by Contractor.

1. Financial Institution will be able to accept electronic
transmission of transaction files via a UCC4(a) defined and
acceptable commercially reasonable method, including FTP,
using commercially reasonable security of data, including PGP.
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2. Financial Institution will be able to provide confirmation of file
receipt, as well as commercially reasonable methods for
confirming the integrity of the files.

3. Financial Institution will be able to provide an Electronic Bank
System interface to effect deletion or reversals of ACH
transactions sent via file transmission.

F. Financial Institution should provide an Electronic Banking System that will
allow LANL to initiate ad-hoc ACH transactions (not file-initiated).

1. Electronic Banking System will enable the “straight-through”
processing of ACH debits and credits initiated by Contractor,
with minimal human intervention, directly into the ACH
network.  Cut-off time for initiation of ACH transactions shall be
as late as possible given payment system cut-off times.

2. Electronic Banking System will enable reporting of transactions
and balances upon demand.

G. Financial Institution shall provide an Electronic Banking System that will
allow Contractor to initiate wire transfers.

1. Electronic Banking System will enable the “straight-through”
processing of wire transfers initiated by Contractor, with minimal
human intervention, directly into the Fedwire, or other
worldwide payment systems.  Cut-off time for initiation of wire
transfers shall be as late as possible given payment system cut-
off times.

2. Electronic Banking System will enable reporting of transactions
and balances upon demand.  Transaction detail should include
the Fed Reference number of each wire transfer.

H. Ideally, one Electronic Banking System will be used for all products and
services, including check disbursement maintenance functions (e.g. stop
payments, voids, cancels), Positive Pay exception reporting and actions,
Controlled Disbursement funding notification, wire transfer initiation,
balance and transaction detail reporting, and statement reporting.  An
internet-based electronic banking system is ideal.

I. Financial Institution shall provide a method for Contractor to deposit checks
and cash.

1. Financial Institution may propose lockbox service.

2. Financial Institution to offer a solution for cash deposits and
checks received directly by Contractor.
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J. The Financial Institution shall prepare a monthly statement of Account
Analysis in a format that is substantially consistent with Treasury
Management Association (TMA) Account Analysis standards.  The
Financial Institution shall ensure that the statement is accurate and contains
the description and per unit charges contained in the Financial Institution’s
submitted "Schedule of Services and Charges" for the month's account
activity.  Statements shall be available in both paper and electronic formats.

L. The Financial Institution shall prepare, on a monthly basis, a statement of
deposits, disbursements, and daily status of Federal funds on hand.  The
Financial Institution shall also ensure that the monthly statement of deposits,
disbursements, and daily status of Federal funds on hand is accurate and
agrees with the amounts of the checks presented, drawdowns, and/or
receipts for each day.  The Financial Institution shall review this statement
for overdrafts and/or excess balances of Federal funds on hand to ensure that
the Financial Institution has taken appropriate action to strive for daily zero
balances.

M. The Financial Institution shall provide the statements described in (K) and
(L) above to Contractor no later than 20 days following the end of the
reporting period.

The statements shall be mailed to the following address:

Los Alamos National Laboratory
Attention: BUS-1 General Accounting MS P270
P.O. Box 1663
Los Alamos, New Mexico 87545

A copy of each monthly statement is to be mailed concurrently to:

U.S. Department of Energy/NNSA
Financial Services Department
Division Services Branch
P.O. Box 5400
Albuquerque, New Mexico, 87185

N. The Financial Institution shall provide an automated printout of Request for
Funds (ASAP 1031) or Reversal of Funds (1002, 1008, and 1000) to
Contractor each time an on-line request for funds or reversal is processed
and completed with the FRB.  These reports should be supported by a listing
of checks presented, including check numbers and monthly summary, no
later than the fourth working day (or sooner) of the following month.

O. Failure to furnish or continued tardiness in providing required documents or
information is a violation of the Financial Institution’s responsibilities.  If a
violation occurs, the appropriate DOE Office may direct the Recipient to
withhold payment until the required items are provided.

P. Financial Institution shall provide account reconciliation services for each
disbursement account and any sub-account for each check issued and paid
within twenty (20) days of the receipt of the check register files.
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Q. Financial Institution shall institute fraud control services that protect
Contractor accounts from unauthorized transactions.

1. ACH Debit Blocks and Filters – Financial Institution will prevent
the posting of unauthorized ACH transactions.

2. Post No Checks Block – Financial Institution will prevent the
posting of unauthorized checks to accounts not used for check
disbursement purposes.

3. Branch Withdrawal Block – Financial Institution will prevent the
unauthorized withdrawal of funds via its branch network.

R. Financial Institution shall provide a dedicated service representative for the
Contractor relationship.

1. There should be at least one primary representative and at least
one secondary or back-up representative.

2. Representatives should be fully competent, trained, experienced,
and conversant in English.

3. Representatives should be available during Contractor’s core
business hours of 8:00 A.M. – 5:00 P.M. MDT.

S. Financial Institution shall provide a dedicated calling officer at both the
LANL and Contractor of California Office of the President level.

T. Financial Institution shall accept “University of California” signature cards
and instructions given by authorized letter.

U. Financial Institution shall provide an implementation plan that reflects
implementation of all products and services, including training of
LANL/Contractor personnel, by the date of September 19, 2003.

1. Implementation plan should outline specific timeline and target
dates.

2. Implementation plan should identify all Contractor deliverables
and dates those are required.

3. Implementation plan should outline all resources needed by
Contractor, to the best of Financial Institution’s ability.
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III. Additional Requirements

In addition to the requirements stated herein, the Financial Institution shall answer the
questions provided in Attachment No. A-1 entitled “Statement of Work Questions,” attached
hereto and incorporated by this reference.


